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The Honorable Walter J. Hickel
Governor

P.O. Box 110001

Juneau, Alaska 99811-001

Dear Governor Hickel:
RE: Spring 1993 Revenue Sources Book

The Spring revenue forecast projects modestly different revenues than those we forecasted last Fall.
Although oil prices fell significantly just after releasing the Fall estimates, prices have rebounded primarily due
to the recent OPEC agreement. In addition, thanks to the diligent efforts of the Department’s auditors and the
Department of Law, the State received additional tax and royalty payments from prior years’ oil production. As
aresult, FY 1993 Mid Scenario General Fund unrestricted revenues have been revised upward by $114.7 million.

Mid Scenario FY 1994 General Fund unrestricted revenues have also been revised slightly upward by
$15.9 million. The Department continues to believe that increasing world oil consumption will keep pressure on
supply resulting in oil prices at levels around $18.00-$19.00/bbl for Alaska North Slope quality oil. World oil
consumption should rise as the global economy comes out of the current doldrums. Supply pressure should persist
due to a continuing embargo of Iragi production and a further slide in production from the Commonwealth of
Independent States.

Alaska continues to rely on petroieum related revenues for approximately 85 percent of its revenue
stream. This high degree of dependency on oil means that State revenues are particuiarly vulnerable to swings
in the market price of oil and in the level of production. The scenario approach to forecasting oil prices is meant
to illustrate how varying political and economic factors can easily result in significantly different oil prices. The
range between the High and Low Scenarios encompasses a realistic range of possible revenue outcomes. However,
as both the crash of 1986 and the spike in 1990 illustrate, either shortfalls or windfalls are possible. Over the
long-run, our forecast demonstrates that oil price increases cannot be counted on to offset the decline in production
from the mammoth Prudhoe Bay oil field.

Finally, I would like to stress that the forecast is based on conservative assumptions about future
enhancements of petroleum reserves. Therefore, the forecast excludes new discoveries and development of oil or
gas made possible by technological breakthroughs. Tax and royalty settlements are included in the forecast when
collected. This means the recently announced $630 million BP America settlement is not included.

[ believe the revenues forecasted in this report represent our best estimate of future revenues.

Sincerely,

Commissioner
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REVENUE FORECAST SUMMARY

Outlook for Short Term (FY 1993 - FY 1995)

Alaska’s revenue outlook continues to rely heavily on petroleum revenues. The outlook for
oil prices over the next two years depends primarily on how the Organization of Petroleum
Exporting Countries (OPEC) responds to evolving market fundamentals. The strength of recovery
of global economies, the timing of the lifting of United Nations (U.N.) sanctions on Iragi crude
exports, the increase in Saudi Arabia and Iran production capacity and the pace of decline in
production from the Commonwealth of Independent States, are major factors that will also
determine the relative strength or weakness of the crude oil market. Although new energy taxes
have been proposed by President Clinton, no attempt is made to forecast the impact such taxes would
have on the oil market.

The three oil price scenarios which underpin the revenue forecast are summarized as
follows:

Low Scenario: A slow recovery from the global economic recession dampens oil consumption
growth, U.N. sanctions are lifted and Iraqi crude returns to the global export market and Middle
East production capacity increases which results in downward pressure on oil prices.

Mid Scenario: An upturn in the global economy results in moderate oil consumption growth, the
U.N. embargo on Iraqi crude continues and a decline in non-OPEC production results in stronger
oil prices by 1993 and beyond as OPEC's market share increases.

High Scenario: The global economy is vigorous by the end of 1993 with oil consumption putting
pressure on available supply resulting in upward pressure on oil prices.

The following table illustrates the Alaska North Slope (ANS) Lower 48 oil price and
General Fund unrestricted revenue outlook for the short term. Revenues considered to be program
receipts in the state’s budgeting process are not included. The scenarios presented in this forecast
represent a probable range of outcomes. None of the scenarios will prove totally correct.

(" tavier e i GhnemhFun&*UnmshcﬁedﬁR‘évum ek e O S )
R e an(B'ANS' Ebwer:-dsfl’nce: e e St

FY 1992 Actual
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Outlook for Long-Term (FY 1996 - FY 2010)

The long-term revenue outlook is dominated by the depletion of petroleum reserves of
the Prudhoe Bay oil field. Higher oil prices in the future may offset some of the negative revenue
impact of lower oil production levels. However, even in the high price scenario, inflation adjusted
General Fund unrestricted revenues fall below $2.0 billion by FY 2001. That compares to FY
1992 revenues of nearly $2.5 billion.

Long-term oil production scenarios show total Alaskan oil production falling to one-half
of current levels by FY 2002 in all three scenarios. Oil prices are assumed to grow from current
levels at roughly the rate of inflation in the Low Scenario, by 0.5 percent greater than the rate
of inflation in the Mid Scenario and by 1.0 percent greater than the rate of inflation in the High
Scenario.

This relatively gloomy long-term revenue forecast is based on an extrapolation of what
is happening currently. This forecast does not include any revenues from new oil fields which
may be discovered and developed, such as the Arctic National Wildlife Refuge (ANWR), nor
does it factor in any allowance for techinological developments which will increase production
from Alaska’s older fields. Further, no major revenues are forecast for development of the Arctic
natural gas resource.
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Figure 1 General Fund Unrestricted Revenues
FY 1992 Actual and FY 1993 - 1995 Estimates
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REVENUE FORECAST: SHORT-TERM OUTLOOK
(FY 1993 - 1995)

General Fund Unrestricted and Restricted Revenues

This section analyzes unrestricted revenues over the next two and a half years through
the rest of FY 1993 to the end of FY 1995. Both unrestricted and restricted revenues flow into
the General Fund, the account which finances most of the budget. The difference between these
two types of revenues is in how the legislature can use them. Unrestricted revenues have no
restrictions on their use. Restricted revenues carry some restriction on their use. For most
restricted revenues, the restriction comes from the Federal government.

Because restricted revenues are specific in their use, discussions of revenues in this
publication focus on unrestricted revenues. Program receipt revenues and restricted revenues
designated in the state’s budgeting process are not included in this forecast.

The following table shows all sources of unrestricted General Fund revenues for FY 1992
through FY 1995.
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The following table shows that petroleum revenues will dominate
in the short-term under all three scenarios.

Table 4 General Fund Unrestricted Revenues:
Petroleum Revenues as a Percentage of the Total
FY 1992 - 1995
(Millions of Dollars)
Total G. F. Total G. F.
Unrestricted Unrestricted
from Petroleum Revenues Percent

FY 92 Actual 2,007.4 2,462.6 82
FY 93 Estimates

Low 1,998.4 2,268.1 88
Mid 2,102.5 2,386.2 88
High 2,180.3 2,487.7 88
FEY 94 Estimates

Low 1,807.7 2,058.5 88
Mid 2,026.3 2,303.8 88
High 2,238.6 2,547.3 88
FY 95 Estimates

Low 1,836.2 2,083.8 88
Mid 2,087.4 2,390.5 87
High 2,289.2 2,624.2 87

- .
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Petroleum Revenues

This section underlines the importance of petroleum revenues to Alaska’s total revenues;
discusses the current oil markets; sets out the petroleum forecast assumptions; describes the Low,
Mid, and High Scenarios; and concludes with a note on methodology.

Importance of Petroleum Revenues

Petroleum revenues accounted for 82 percent of all unrestricted General Fund revenues in

FY 1992, and will continue to account for close to 80 percent of those revenues each year well
into the 1990°s.

The figure below shows the relationship of petroleum revenues to all revenues for
FY 1992.

Figure 2 FY 92 General Fund Unrestricted Revenues

Petroleum 82%

Non-Petroleum 18%
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Petroleum revenues come from: (1) severance taxes (also called production taxes); (2)
royalties on oil and gas the State owns; (3) corporate income taxes on corporations producing
and transporting oil and gas; (4) oil and gas property taxes; and, (5) other oil and gas revenues
(rents and bonuses).

Together, these petroleum revenues accounted for 82 percent of State revenues in
FY 1992. The State also collects revenues in the form of interest earned on money invested in
the State Treasury, which accounted for another four percent of the total General Fund

unrestricted revenues. (Most of the earnings come from interest earned on petroleum revenues.)
The following figure illustrates this.

Figure 3 FY 92 General Fund Unrestricted Revenues

Severance Tax 43%

14%
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The figure below shows that the State of Alaska has received most of its revenues from
petroleum for a substantial period. Petroleum revenues comprised more than 77 percent of
General Fund unrestricted revenues in FY 1992 for the thirteenth year in a row.

Figure 4 Percentage of General Fund Unrestricted Revenues
Which Come From Petroleum
(FY 1977 - 1995)
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In this forecast we discuss only three of the many possible future price and production
outcomes affecting Alaska oil revenues.

To assist in examining a greater number of possible future oil revenue outcomes, a
revenue matrix has been developed for both FY 1993 and FY 1994. The Alaska State Revenue
Matrices on the following two pages provide an estimate of State General Fund unrestricted
revenues for various alternative ANS price and production levels.
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Table 5

Alaska State Revenue Matrix!

Unrestricted General Fund
(Millions of Dollars)
FY 1993
Alaska North Slope Production
~ Millions of barrels/day

Avg ANS

Lower 482 160 165 1.70 175 1.80 185 190 195 2.00

$10.00 1,840 1,860 1,870 1,880 1,890 1,910 1,920 1,930 1,940

$11.00 1,840 1,860 1,870 1,880 1,890 1,910 1,920 1,930 1,940

$12.00 1,840 1,860 1,870 1,880 1,890 1,910 1,920 1,930 1,940
$13.00 1,840 1,860 1,870 1,880 1,890 1,910 1,920 1,930 1,940
$14.00 1,890 1,900 1,920 1,930 1,950 1,970 1,980 2,000 2,020

$15.00 1,940 1,960 1,980 2,000 2,020 2,040 2,060 2,080 2,100

$16.00 2,050 2,080 2,110 2,140 2,170 2,200 2,230 2,260 2,290
$17.00 2,170 2,210 2,240 2,280 2,320 2,360 2,400 2,440 2,480

$18.00 2,280 2,330 2,380 2,430 2,470 2,520 2,570 2,620 2,670
$19.00 2,380 2,450 2,510 2,570 2,630 2680 2,740 2,800 2,860
$20.00 2,510 2,580 2,640 2,710 2,780 2,850 2,910 2,980 3,050
$21.00 2,620 2,700 2,780 2,850 2,930 3,010 3,080 3,160 3,240
$22.00 2,740 2,820 2,910 2,990 3,080 3,170 3,250 3,340 3,430
$23.00 2,850 2,950 3,040 3,140 3,230 3,330 3,420 3,520 3,620
$24.00 2,960 3,070 3,170 3,280 3,380 3,490 3,590 3,700 3,800
$25.00 3,080 3,190 3,310 3420 3,540 3,650 3,760 3,880 3,990
$26.00 3,190 3,320 3,440 3,560 3,690 3,810 3,930 4,060 4,180
$27.00 3,310 3,440 3,570 3,710 3,840 3,970 4,110 4,240 4,370
$28.00 3,420 3,560 3,710 3,850 3,990 4,130 4,280 4,420 4,560
$29.00 3,530 3,690 3,840 3,990 4,140 4,290 4,450 4,600 4,750
$30.00 3,650 3,810 3,970 4,130 4,290 4,450 4,620 4,780 4,940

! Assumptions other than price and production are based on the Mid Scenario of the
Department of Revenue Spring 1993 Forecast.

*The average ANS price for all lower 48 sales is approximately $0.68/barreliess than the U.S.
Gulf price in FY 1992.
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Table 6

Alaska State Revenue Matrix!
Unrestricted General Fund
(Millions of Dollars)

FY 1994

Alaska North Slope Production

Millions of barrels/day

Avg ANS?

Lower 48 160 165 170 175 180 185 190 195 2.00
$10.00 1,160 1,180 1,200 1,220 1,250 1,270 1,290 1,310 1,330
$11.00 1,270 1,300 1,320 1,350 1,370 1,390 1,420 1,440 1,470
$12.00 1,400 1,430 1,460 1480 1,510 1,540 1,570 1,590 1,620
$13.00 1,520 1,560 1,590 1,620 1,650 1,680 1,710 1,750 1,780
$14.00 1,650 1,690 1,720 1,760 1,790 1,830 1,860 1,900 1,930
$15.00 1,770 1,810 1,850 1,890 1,930 1,970 2,010 2,050 2,090
$16.00 1,900 1,940 1,990 2,030 2,070 2,120 2,160 2,200 2,250
$17.00 2,020 2,070 2,120 2,170 2,210 2,260 2,310 2,360 2,400
$18.00 2,150 2,200 2,250 2,300 2,350 2,410 2460 2510 2,560
$19.00 2,270 2,330 2,380 2,440 2,490 2,550 2,600 2,660 2,710
$20.00 2,400 2,460 2,520 2,580 2,640 2,690 2,750 2,810 2,870
$21.00 2,520 2,590 2,650 2,710 2,780 2,840 2900 2,960 3,080
$22.00 2,650 2,720 2,780 2,850 2,920 2,980 3,050 3,120 3,180
$23.00 2,780 2,850 2,920 2,990 3,060 3,130 3,200 3,270 3,340
$24.00 2,900 2,970 3,050 3,120 3,200 3,270 3,350 3,420 3,490
$25.00 3,030 3,100 3,180 3,260 3,340 3,420 3,490 3,570 3,650
$26.00 3,150 3,230 3,310 3,400 3,480 3,560 3,640 3,720 3,810
$27.00 3,280 3,360 3,450 3,530 3,620 3,700 3,790 3,880 3,960
$28.00 3,400 3,490 3,580 3,670 3,760 3,850 3,940 4,030 4,120
$29.00 3,530 3,620 3,710 3,810 3,900 3,990 4,090 4,180 4,270
$30.00 3,650 3,750 3,850 3,940 4,040 4,140 4,240 4,330 4,430

! Assumptions other than price and production are based on the Mid Scenario of the
Department of Revenue Spring 1993 Forecast.

* The average ANS price for all lower 48 sales is approximately $0.89/barrel less than the
U. S. Gulif price in FY 1993.
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Current Qil Market Situation

World Market

In February, OPEC agreed to a 23.582 million bbl/day ceiling for the second quarter of
1993. This agreement requires the cartel cut about 1.5 million bbl/day from its present
production. This production strategy is an attempt to support prices which are currently about
$3.00/bbl under OPEC’s $21.00/bbl target.

Kuwaiti production has almost returned to its pre-War level. Though targeting an “all it
can” initiative since the Gulf War, Kuwait has agreed to hold production at 1.6 million bbl/day
through the second quarter. United Nations sanctions remain in place and Iraqi crude remains
out of the worldwide market; this situation will continue until it can be shown that Iraqi weapons
of mass destruction are destroyed. The earliest that Iraq could resume its oil exports is year-end
1993 or early 1994.

Worldwide economic recovery will fuel the demand for crude which is projected to
increase by 500,000 bbls/day in 1993. The United States will be the driving force for this increase.
No assessment of the impact of new energy taxes is made in this forecast. The call on OPEC for
crude will increase by about 1 million bbl/day pushing prices upward in the short term.

Figure 5  OPEC Production Table 7 OPEC Production!
Million Barrels/Day (Thousands of bbls/day)
D
Production

Country Jan 93 Q2 1993 Quota

=8 Algeria 770 732
Ecuador™
Gabon 290 281
Indonesia 1,350 1,317

DrEE Iran 3,550 3,340
Iraq 450 400
Kuwait® 1,600 1,600

15 Libya 1,450 1,350
Nigeria 1,950 1,780
Qatar 460 364

0 Saudi Arabia” 8,500 8,000
UAE 2,270 2,161
Venezuela 2,360 2.267

5 TOTAL 25.000 23,382
L Source: Platts Qilgram Price Report (2/5/93).
0 :

" Share Neutral Zone output 1980-July 1990 and beginning

DV XBHABTETFTBHDANR in June 1991 due to Persian Gulf War.
Calendar Year ™ Ecuador left OPEC January 1. 1992.
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Alaska North Slope Market

Alaska North Slope (ANS) prices have ranged between $16.00 and $19.00/bbl since last
Fall. The stagnant global economy has dampened demand and kept downward pressure on oil
prices. Additionally, continued over quota production by OPEC has kept an ample supply of
crude in the market. FY 1993 ANS Lower 48 spot price is about $18.11/bbl.

BP Exploration announced its official selling prices for March 1993 as $16.78/bbl on the
West Coast and $17.90/bbl on the Gulf Coast. Recent spot prices have been running $0.10/bbl
lower than BP’s official price.

Roughly 85 percent of ANS production is sold on the West Coast while 15 percent is
marketed in the Eastern half of the United States and the Caribbean. As ANS production declines,
itisexpected that shipments to Eastern U.S. destinations are assumed to cease after 1996. Greater
transportation costs to the more distant markets result in a Gulf Coast derived wellhead price
which is lower than the West Coast price. Historical ANS spot prices are graphed below.

Figure 6 ANS Spot Price
January 1988 - January 1993

West Coast Gulf Coast
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Forecast Assumptions

ANS Lower 48 Prices

The oil price assumptions used in this forecast start with the spot price of ANS at the U.S.
Gulf Coast. The price of West Coast ANS and the ANS royalty market basket are forecast based
on their historical relationship to Gulf Coast ANS spot price. West Coast ANS sells at a discount
to the Gulf Coast because total ANS production exceeds West Coast demand for sour crude oil.
It is this crude surplus that necessitates the shipment of ANS to the Gulf. The short term price
forecast for ANS is illustrated below.

Over the longer term, as demand on the West Coast grows and ANS production declines,
the West Coast oil glut will disappear. In this forecast, West and Gulf Coast oil prices are are
assumed to converge when the West Coast surplus disappears. The long term forecast for ANS
is also illustrated below.

Finally, starting with this forecast, collections of State severance taxes are now assumed
to be based directly on spot price. This is a major change in forecasting methodology since in
the past we incorporated into the forecast a difference between spot and taxpayer reported prices.
This methodological change reflects the current system used to administer severance tax
payments. Producers are now required to file a quarterly estimated tax-based payment.

The discussion of price forecast assumptions starts with the Gulf Coast ANS price and
outlines the other variables which translate this price into the wellhead price for ANS crude oil.
The wellhead price determines the value of production and thus, the state’s severance tax and
royalty income.

Table 8 Scenarios for ANS Qil Price

Gulf Coast and West Coast
($/bbl)
Fiscal Low Mid High
Year West Guif West Guif West Guif
1993 1754 1834 17.78 18.59 18.03 18.86
1994 16.81 17.75 18.25 19.27 19.57 20.67
1995 17.36 18.33 19.12 20.19 2039 21.54
2000 21.60 21.60 26.14 26.14 29.38 29.38
2005 25.08 25.08 3251 3251 4042 4042
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Over the long-run, dem:ind on the West Coast will increase while ANS production is in
decline; the oil glut on the West Coast will then disappear. In this forecast, West Coast and Gulf
Coast oil prices are assumed to converge when the West Coast surplus disappears.

Figure 7 ANS at the U. S. Gulf
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Transportation Costs to Lower 48 Markets

The weighted average Lower 48 shipping cost averaged $1.66/bbl in FY 1992, $0.30/bbl
higher than in the prior year. This increase was mostly attributable to tight markets in the higher
cost Gulf trade, where there is significant chartering, and results of the Oilspill Pollution Act of
1990 (OPA90).

As ANS production declines and West Coast petroleum demand increases, shipments to
the Gulf will diminish. This will free up excess tonnage. Consequently, average shipping costs
are expected to stay fairly constant over the next few years. In the long term the double hulling
requirements of OPA90 will result in increased shipping costs.

Table 9 Marine Transportation Costs
Valdez to Lower 48
bl
Fiscal ($/bbl)
Year  Low Mid High
1993 1.69 1.69 1.69
1994 1.68 1.69 1.69
1995 1.67 1.68 1.69
2000 1.53 1.58 1.62
2005 1.97 2.07 2.16
Figure 9 Total Transportation Costs to Lower 48
Pipeline and Tanker
$/Barrel
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Trans Alaska Pipeline System Tariffs

The Trans Alaska Pipeline System (T APS) tariff is determined according to the TAPS
Settlement Method, a ratemaking method agreed upon by the Pipeline owners and the State of
Alaska. This agreement allowed an accelerated recovery of the construction costs and a fixed
profit of an inflation adjusted $0.35/bbl. This resulted in higher tariffs from 1977-85 in exchange
for lower tariffs in the late 1980’s and 1990’s.

As can be seen in the table below, the tariff method has worked as intended with the
exception of FY 1990 and FY 1991 when the tariff increased due to corrosion repairs, lower than
expected TAPS throughput and oil spill mitigation expenditures due to the EXXON VALDEZ
accident. :

The 1993 average filed tariff was $2.94/bbl. The filing is made on a calendar year basis while the

table below is on a fiscal year basis.
Table 10 Scenarios for TAPS Tariffs
($/bbl)

Fiscal

Year ACTUAL Low Mid  High
1985 6.04
1986 5.29
1987 4.20
1988 3.54
1989 3.12
1990 3.48
1991 3.75
1992 3.60
1993 3.20 3.20 3.20
1994 2.98 2.99 3.00
1995 297 3.01 3.02
2000 3.00 3.18 3.08
2005 4.43 4.81 4.69
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Wellhead Price for ANS

The wellhead value of ANS, along with production, is the basis for both State severance
tax and royalty. The wellhead value is calculated by subtracting the pipeline and marine
transportation costs from the sales price (or transfer price at the refinery gate in the case of oil
run through a producer’s own refinery.)

Table 11 Scenarios for ANS Wellhead Price
' ($/bbl)

Fiscal
Year Low Mid High

1993 12.66 12.91 13.19
1994 12.33 13.67 14.98
1995 12.89 14.50 15.76
2000 16.89 20.96 24.32
2005 18.21 24.85 32.78

Figure 10 ANS at the Wellhead
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Oil Production Outlook

Information for forecasting production comes from expertise at the Alaska Oil and Gas
Conservation Commission, in-house engineering models, the operating companies, trade
journals, technical reports and news releases. Annual production estimates are shown below.

Over the most recent quarter, North Slope daily oil production is at 96 percent of the rate
seen during the same period a year ago. The seven percent decline in Prudhoe Bay liquid
hydrocarbons continues to shape the production outlook for the entire state of Alaska. The GHX?2
project will add 100,000 bbls/day to Prudhoe Bay in FY 1994.

The Point MclIntyre field is scheduled to commence production in the summer of 1993
and is expected to later peak at approximately 100,000 bbls/day. The Niakuk field is expected
to start up a year later. Insofar as the Point McIntyre and Lisburne oil will be commingled at the
latter’s limited production facilities, the onset of Point McIntyre will cause a deferment of some
Lisburne production.

Cook Inlet production continues to decline at a slow one percent annual rate. Recent
developments at Granite Point, and discoveries at the West McArthur River field and the Sunfish
prospect (North Forelands field), may stem that rate further. ARCO has announced commerciality
of the latter, but has not disclosed the estimated reserves. Due to uncertainty these discoveries
are not explicitly assumed in this forecast.

Despite the decline at the Prudhoe Bay field, continued success in reservoir management
in all fields and exploration will hold statewide production decline in the near term to less than
five percent per year.

Figure 11 Simulated Oil Production
Total Alaska and Mid Case Prudhoe Bay

Prudhoe Bay

Mid Case
—— —— —x— -

Low Mid High

Miilion Barrels/Day
2.0

1.5

1.0

0.5

1982 1994 1996 1998 2000 2002 2004 2006 2008 2010
Fiscal Year
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Other Non-Qil Revenue Sources Assumptions

Oil Corporate Taxes

Oil corporate taxes for FY 1992 generated $165.5 million compared to $185.1 million
collected in FY 1991. In FY 1993, the revenue outlook in this area is greater than FY 1992 due
to corporate restructuring to promote more efficient operations and higher oil prices.

Non-Qil Corporate Taxes

Non-petroleum corporate taxes generated $33.7 million in FY 1992 compared to $37.9
million in FY 1991. The drop in non-petroleum corporate tax revenue was due to the general
slow down in business activity.

Property Taxes

The current o1l and gas property tax, which is levied at 20 mills on the full and true value
of oil and gas property, is expected to continue to decline. The decrease for FY 1992 and FY 1993,
as compared to previous forecasts, is greater due in part to investment delays and increased mill
levies by the North Slope Borough, the Kenai Peninsula Borough and the City of Valdez. The
municipalities in which taxable oil and gas property exists continue to receive the bulk of the
property tax assessment.

Alcoholic Beverage Taxes

The trends in alcohol consumption have been fairly steady over the last five years in all
categories. The only notable exception has been a drop in wine consumption compared to the
earlier period: FY 1984 through FY 1987. Current consumption trends for liquor, wine and beer,
given population growth, demographics and income levels, are expected to continue generating
revenues of between $12 and $13 million per year.

Intergovernmental Receipts

Federal Shared Revenues, which consist of several categories, totaled $12.8 million in
FY 1991 but dropped to $6.7 million in FY 1992 as anticipated. This is due primarily to the fact
that the U.S. Forest Service (USFS) monies for timber sales were formerly allocated to only
organized boroughs. The USFS has since notified the State that additional monies will be set
aside for unorganized boroughs as well (Chapter 37, SLA 1991). The monies are intended to
support roads and schools affected by national forest activities. The amount of Federal Shared
Revenues which will go into the General Fund in FY 1993 should be about $7 million.
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Section 8(g) funds are the result of a negotiated settlement between the State and federal
government several years ago with a specific payment schedule. The revenue figure increased
from $2 million in FY 1991 and will be $4.7 million annually for the period FY 1992 through
FY 1996 when the numbers will again be adjusted upward.

Investment Earnings

The projections are based on projected out-going expenditures and incoming revenues
with an assessment of yield on instruments and the length of maturity for the funds invested by
the Treasury Division. FY 1992 investment earnings were $101.8 million.

Facilities and Related Charges

The mainrevenue item in this category is ferry system receipts which amounted to $42.4
million in FY 1992. The legislature established the Alaska Marine Highway System Fund
(Chapter 193, SLA 1990) which provides that the gross revenue of the state ferry system be
deposited into the fund and then may be appropriated for operating and capital expenditures.

Methodology

The Department of Revenue uses a wide variety of models and techniques to forecast
petroleum severance taxes and royalties and the other non-petroleum sources. The main
petroleum forecasting model is a marketing and production simulation model which projects
severance tax and royalties on a company-by-company, field-by-field basis through the year
2050. This model, initially developed in 1978, can be run on either a scenario or iterative basis.
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Scenarios Over the Short-Term

Low Scenario

SUMMARY: The Low Scenario assumes a very slow worldwide economic recovery. As a
result, oil consumption growth is assumed to grow slowly even with low oil prices. Steady
increasing production from Saudi Arabia, Iran and Kuwait keeps downward pressure on oil
prices in a stagnant market.

Low Scenario assumptions:

1. Global economic growth averages 1.0 percent in 1993 with slow recovery in the United
States, Japan and West Germany and the painful transition of the previously centrally
planned economies into the global market continues to occur. The growth rate picks up
to 1.5 percent in 1994 as the world economy begins to rebound.

2. Oil consumption grows slowly as the economic recession dampens the positive effect of
low oil prices.

3. Non-OPEC production in both 1993 and 1994 holds steady as increases in such areas as
the North Sea and newer frontier areas offset the continued decline from the Common-
wealth of Independent States.

4. OPEC’s market share under this scenario is 24.7 million bbl/day in 1993 and
25.1 million bbl/day in 1994.

5. Key OPEC producers Saudi Arabia, Iran and Kuwait continue to increase their capacity.
Increased production from these three producers, as well as the possibility of the
resumption of exports from Iraq, keep the market well supplied with continued downward
pressure on oil prices.
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Table 13 Low Scenario
Global Oil Market Assumptions
TOTAL OPEC OPEC TOTAL GLOBAL
GLOBAL OIL CRUDE OIL NGL/COND. NON-OPEC STOCK
CONSUMPTION ERODUCTION PRODUCTION PRODUCTION CHANGE

1992

Q1 67.7 24.1 2.0 41.0 -0.6

Q2 64.9 237 2.0 8 06

Q3 65.6 24.6 20 39.5 0.5

Q4 67.7 252 2.0 40.0 -0.5
YEAR 66.5 244 2.0 40.1 00
1993

Q1 68.0 243 2.0 404 13

Q2 65.0 244 2.0 39.7 1.1

Q3 65.6 24.6 2.0 39.7 0.8

Q4 68.1 25.6 2.0 40.5 0.0
YEAR 66.7 247 2.0 40.1 0.1
1994

Q1 68.3 24.8 2.0 403 13

Q2 65.4 248 2.0 39.6 L1

Q3 65.9 25.1 2.0 39.6 0.8

Q4 68.4 26.0 2.0 404 0.0
YEAR 67.0 2522 2.0 40.0 0.1
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Mid Scenario

SUMMARY: The Mid Scenario assumes that the global economy begins to pick up in 1993
and 1994 with the result that oil consumption grows in response to both relatively low oil prices
and increased demand for oil. Oil prices begin to slowly drift upward as OPEC capacity
expansion is required to meet growing demand, particularly with Iraq out of the market.

Mid Scenario assumptions:

1. Global economic growth averages 2.5 percent in 1993 and 3.0 percent in 1994.
2. Oil consumption grows by 0.5 million bbl/day in 1993 and 0.3 million bbl/day in 1994.

3. Non-OPEC production continues to decline, as a result of a further decline from the
Commonwealth of Independent States.

4. OPEC market share under this scenario amounts to 25.5 million bbl/day in 1993 and
26.6 million bbl/day in 1994.

5. This growing market share for OPEC will be accomodated by increased production from
most member countries, in particular from Saudi Arabia, Iran and Kuwait. Iraq will
remain embargoed. Pressure on capacity in OPEC will keep mild upward pressure on oil
prices.
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Table 13 Mid Scenario
Global Oil Market Assumptions
TOTAL OPEC OPEC TOTAL GLOBAL
GLOBAL OIL CRUDE OLL NGL/COND. NON-OPEC STOCK
CONSUMPTION ~ PRODUCTION  PRODUCTION  PRODUCTION CHANGE
1992
Q1 67.7 24.1 2.0 41.0 -0.6
Q2 . 64.9 | 23.7 2.0 39.8 0.6
Q3 65.6 24.6 2.0 | 39.6 0.5
Q4 67.7 25.2 2.0 40.0 -0.5
YEAR 66.5 24.4 2.0 40.1 0.0
1993
Q1 68.5 25.2 2.0 40.0 -1.3
Q2 65.5 25.2 20 393 1.1
Q3 66.0 25.5 2.0 39.3 0.8
Q4 68.6 26.5 2.0 40.1 0.0
YEAR 67.1 25.6 2.0 39.7 0.1
1994
Q1 69.5 26.5 2.0 397 -1.3
Q2 66.5 26.5 2.0 39.0 1.1
Q3 67.0 26.8 2.0 39.1 0.8
Q4 69.6 27.8 2.0 39.8 0.0
YEAR 68.1 26.9 2.0 394 0.1

I Spring 1993 Revenue Sources Book NN Page 27 NN



High Scenario

SUMMARY: Global economic growth picks up rapidly in 1993 and 1994. This economic
recovery spurs oil consumption increases which creates oil supply pressures leading to higher
oil prices.

High Scenario assumptions:

1. World-wide economic growth averages 3.5 percent in both 1993 and 1994.

2. Oilconsumption increases by 1.6 million bbl/day in 1993 and 1.2 million bbl/day in 1994
in response to vigorous economic growth.

3. Non-OPEC production continues to slide primarily due to further major declines in
output from the Commonwealth of Independent States.

4. OPEC market share amounts to 27.1 million bbl/day in 1993 and 28.6 million bbl/day
in 1994.

5. The 1993 -and 1994 OPEC production levels assumed in this scenario are very close to
current estimates of capacity. This causes significant upward pressure on oil prices.
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Table 17 High Scenario
Global Oil Market Assumptions
TOTAL OPEC OPEC TOTAL GLOBAL
GLOBAL OIL CRUDE OIL NGL/COND. NON-OPEC STOCK
CONSUMPTION ~ PRODUCTION  PRODUCTION  PRODUCTION CHANGE
1992
Q1 67.7 24.1 20 41.0 -0.6
Q2 64.9 237 2.0 39.8 0.6
Q3 65.6 24.6 2.0 395 0.5
Q4 67.7 25.2 2.0 40.0 -0.5
YEAR 66.5 24.4 2.0 40.1 0.0
1993
Q1 69.3 26.8 2.0 39.3 -1.3
- Q2 66.3 26.8 , 2.0 38.6 1.1
Q3 66.9 27.0 2.0 38.6 0.8
Q4 69.5 28.1 2.0 394 0.0
YEAR 68.0 27.2 2.0 39.0 0.1
1994
Q1 70.6 28.2 2.0 39.1 ’ -1.3
Q2 67.5 28.2 2.0 384 1.1
Q3 68.1 28.4 2.0 384 0.8
Q4 70.7 295 2.0 39.2 0.0
YEAR 69.2 28.6 2.0 38.8 0.1

1
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Table 18 Projected and Historical Crude Oil Spot Prices
For Alaska North Slope Crude and Domestic Marker
($/barrel)
Low Scenario
Production ANS at ANS at ANS at
Mon/YR Wellhead West Coast Gulf Coast WTI
Historicai JUN 91 11.23 16.36 17.58 19.32
JUL 11.72 17.26 - 18.30 2141
AUG 11.89 17.18 18.49 21.70
SEP 12.14 17.31 19.05 21.87
OoCT 12.79 18.47 20.05 23.24
NOV 11.86 17.57 19.16 22.51
DEC 9.72 14.83 16.44 19.49
JAN 92 9.51 14.92 15.74 18.80
FEB 9.81 15.30 16.17 18.98
MAR 10.17 15.50 16.29 18.91
APR 11.21 16.96 17.77 20.23
MAY 12.47 18.03 18.62 20.97
JUN 14.04 20.20 20.56 22.37
JUL 14.23 19.40 19.65 21.74
AUG 13.26 17.97 18.82 21.33
SEP 13.33 18.46 19.31 21.88
OCT 13.33 18.71 1943 21.67
NOV 12.41 17.46 18.26 20.34
DEC 11.09 16.23 17.19 19.38
JAN 93 11.79 15.54 16.59 19.01
Projected FEB 11.96 16.50 17.43 19.41
MAR 12.18 16.68 17.62 19.62
APR 12.18 16.68 17.62 19.62
MAY 12.17 16.68 17.62 19.62
QTR1 FY9%4 12.57 17.03 17.99 20.01
QTR2 FY9%4 12.49 16.93 17.88 19.89
QTR3 FY%4 12.01 16.52 17.45 19.42
QTR4 FY9%4 12.24 16.76 17.70 19.69
QTR! FY95 12.56 17.07 18.03 20.04
QTR2 FY95 12.77 17.28 18.25 20.29
QTR3 FY95 12.97 17.39 18.37 20.42
QTR4 FY95 13.25 17.68 18.67 20.76
1Historical ANS spot prices are taken from Platt’s Oilgram Price Report.
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Table 19 Projected and Historical Crude Oil Spot Prices

For Alaska North Slope Crude and Domestic Marker'
($/barrel)

Mid Scenario

Production ANS at ANS at ANS at

Mon/YR Wellhead West Coast Gulf Coast wil
Historical JUN 91 11.23 16.36 17.58 19.32
JUL 11.72 17.26 18.30 21.41
AUG 11.89 17.18 18.49 21.70
SEP 12.14 - 17.31 19.05 21.87
OCT 12.79 18.47 20.05 23.24
NOV 11.86 17.57 19.16 22.51
DEC 9.72 14.83 16.44 19.49
JAN 92 9.51 14.92 15.74 18.80
FEB 9.81 15.30 16.17 18.98
MAR 10.17 15.50 16.29 18.91
APR 11.21 16.96 17.77 20.23
MAY 12.47 18.03 18.62 20.97
JUN 14.04 20.20 20.56 22.37
JUL 14.23 19.40 19.65 21.74
AUG 13.26 17.97 18.82 21.33
SEP 13.33 18.46 19.31 21.88
OCT 13.33 18.71 19.43 21.67
NOV 12.41 17.46 18.26 20.34
DEC 11.09 16.23 17.19 19.38
JAN 93 12.11 15.54 16.59 19.01
Projected FEB 12.28 16.83 17.78 19.80
MAR 12.96 17.51 18.50 20.60
APR 12.96 17.51 18.50 20.60
MAY 12.96 17.51 18.50 20.60
QTR1 FY9%4 13.59 18.18 19.14 21.29
QTR2 FY9%4 13.93 18.46 19.50 21.69
QTR3 FY94 13.50 18.13 19.15 21.30
QTR4 FY94 13.64 18.28 19.31 21.48
QTR1 FY95 14.14 18.78 19.84 22.05
QTR2 FY95 14.35 : 18.99 20.06 22.30
QTR3 FY95 14.38 19.17 20.24 22.50
QTR4 FY95 14.93 19.53 20.63 22.93

1
Historical ANS spot prices are taken from Platt’s Oilgram Price Report.
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Table 20 Projected and Historical Crude Oil Spot Prices

For Alaska North Slope Crude and Domestic Marker '
($/barrel)

High Scenario

Production ANS at ANS at ANS at
Mon/YR Wellhead West Coast Gulf Coast wri
Historical JUN 91 11.23 16.36 17.58 19.32
JUL 11.72 17.26 18.30 2141
AUG 11.89 17.18 18.49 21.70
SEP 12.14 17.31 19.05 21.87
oCT 12.79 18.47 20.05 23.24
NOV 11.86 17.57 19.16 22.51
DEC 9.72 14.83 16.44 19.49
JAN 92 9.51 14.92 15.74 18.80
FEB . 9.81 15.30 16.17 18.98
MAR 10.17 15.50 16.29 18.91
APR 11.21 16.96 17.77 20.23
MAY 12.47 18.03 18.62 20.97
JUN 14.04 20.20 20.56 22.37
JUL 14.23 19.40 19.65 21.74
AUG 13.26 17.97 18.82 21.33
SEP 13.33 18.46 19.31 21.88
OCT 13.33 18.71 19.43 21.67
NOV 12.41 17.46 18.26 20.34
DEC 11.09 16.23 17.19 19.38
JAN 93 12.45 15.54 16.59 19.01
Projected FEB 12.62 17.17 18.14 20.20
MAR 13.87 18.41 19.45 21.66
APR 13.86 18.41 19.45 21.66
MAY 13.86 18.41 19.45 21.66
QTR1 FY9% 14.86 19.38 20.47 22.77
QTR2 FY%4 15.35 19.87 20.99 23.35
QTR3 FY%4 14.86 19.52 20.61 22.93
QTR4 FY9%4 14.85 19.51 20.60 22.92
QTR1 FY95 15.32 19.98 21.11 23.46
QTR2 FY95 15.56 20.23 21.37 23.75
QTR3 FY95 15.87 20.46 21.61 24.02
QTR4 FY95 16.29 20.89 22.07 24.53

1Historical ANS spot prices are taken from Platt’s Oilgram Price Report.
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REVENUE FORECAST: LONG-TERM OUTLOOK
(FY 1996-2010)

This section focuses on the long term from FY 1996 through FY 2010. It provides
revenue projections for this period and also sets out the assumptions behind those projections for
the Low, Mid, and High Scenarios.

The assumptions for inflation rate, Alaska oil production, the TAPS tariff and average
ANS Lower 48 price follow. The graphs on page 34 show the revenue projections for the three
scenarios from FY 1981 through FY 2010 in both nominal and real dollar terms.

The following tables are then provided:

1. Detailed revenue projections for each category of revenues.

2. Petroleum production revenues by type and area of the state.

3. The expected and historical prices from FY 1992 - 2010 for ANS Wellhead and
WTL ‘

4. Simulated production by field.
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Figure 12 General Fund Unrestricted Revenue Projections
FY 1981 - 2010
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HISTORICAL REVENUES,
PRICES AND PRODUCTION

This section reports on historical revenues, prices and production.
The first two tables show General Fund revenues by type from FY 1978 - 91,
and breaks them into unrestricted and restricted categories. Table 34 shows
petroleumrevenues by type from statehood to the present (FY 1959-91). And
finally, historical prices and production (FY 1978-92) are shown in Table 35.
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Inaccordance with 37 07 060(13)(4), Revenue Sources is complledblannually by

- the Department of Revenue to: assist the Govemnor in formulating a proposed -

~ comprehensive financial plan for presentation to the State Legislature. Within the

publication are shown pnoryearantuals revmedcurrentyearcsmmas, andﬁltureyear %
'projecnons . s

: Antxcxpated S tatemcome is pro_lected t]n-oughtﬁe use of anumﬁerot’ data sources %
1) econometric:models developed by the Departmcnt of Revenue to forecast unre-
_stricted non-petroleum revenues, 2) a petroleum revenue model created by the
~ Department’s Oil and Gas Audzt Dwxslon, and” 3) estlmaics from mdlwdual State.'
- agencies. RS IR i B SRR R

The Department of Revenuc thanks the various State agenmes for their coopera—-'_: :
. tionin computmg antlmpatcd revenues for pubhcatlon in tlus document Ll e

This publication was released by the Department of Revenue,
produced at a cost of $2.41 per copy to assist the Governor in
formulating a proposed comprehensive financial plan for presenta-
tion to the State Legislature and printed in Anchorage, Alaska. This
publication is required by AS 37.07.060.
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